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DEPARTMENT OF HEALTH SERVICES’ (DHS)
FISCAL OUTLOOK (BOARD AGENDA, ITEM S-1
MARCH 20, 2012)

FROM: Mitchell H. Katz, M.D.

Director

SUBJECT:

This is to provide DHS' fiscal overview for Fiscal Year (FY) 2011-12
(Attachment 1), updated since our last Budget Committee of the Whole
report to your Board on November 29, 2011. As of March 2, 2012, the
Department is projecting a surplus for FY 2011-12 of $9.6 million.

The Workload schedule (Attachment Il) provides a comparison between
FYs 2010-11 and 2011-12 on key workload indicators, e.g., days and visits.
The Department continues its efforts to adapt to the changing health care
marketplace through internal realignment and restructuring of resources
and process changes focused on developing efficiencies and increasing
productivity as much as possible. For example, over the last several
months, LAC+USC Medical Center has implemented several process
changes in its emergency department (ED) designed to improve the
hospital's ability to see patients. These changes have resulted in increased
numbers of patients being seen in the ED at LAC+USC.

The Department is projecting a $73.4 million shortfall in FY 2012-13
(Attachment 11I), primarily due to a projected increase in employee benefit
costs. DHS is working on various ideas to address the projected shortfall.
One of the primary ideas is to secure an increase in the In-Home
Supportive Services health plan rates, which were last increased in 2006.
DHS is working closely with the Department of Public Social Services
(DPSS) on a proposal for an actuarially sound rate increase, to be effective
July 2012, to help offset the cost of medical care provided to enrollees in
this health plan. DHS and DPSS will be coming to your Board shortly
requesting approval to submit the request for a rate increase to the State.
If the rate increase is approved, the Department estimates additional
revenue of approximately $54.0 million for FY 2012-13.

Attachment IV summarizes other potential items that could impact the fiscal
forecast, including the proposed waiver amendment regarding Ryan White
eligibles who are being transitioned to the Healthy Way LA (HWLA)
program. The proposed amendment is still pending approval by the
Centers for Medicare and Medicaid Services.

Another issue with significant impact on the fiscal forecast is the
development of a plan to finance implementation of the Electronic Health
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Record (EHR), required by the Affordable Care Act. On December 19, 2011, DHS reported
to your Board that it estimates its EHR costs at approximately $283 million, with as much as
$100 million available from hospital and eligible professional incentive funds to offset this
cost. The Department has been working closely with the Chief Executive Office (CEQ) on
this issue and a general financing plan has been outlined. The Department expects to go to
your Board no later than the end of December 2012 to recommend a contract with the
selected EHR vendor. At that time, the Department will also present for your Board's
approval an EHR financing plan.

As currently contemplated through working with the CEQ, the general plan is to fund the
initial development of the EHR system through the issuance of taxable commercial paper
over a two to three year period. During this initial development period, DHS would be
responsible for interest-only payments using existing resources. Upon completion of the
EHR development, DHS will utilize then available resources to redeem, to the extent
possible, outstanding commercial paper. Any commercial paper that remained outstanding
on the EHR would be converted to long-term bonds with a final maturity of eight to ten years.
Each year, the Department would budget an amount sufficient to fund the payment of
principal and interest due on the long-term bonds. The annual budgetary appropriation
would be funded by items such as EHR incentive payments, waiver funds, tobacco
settlement funds, increased revenue from Health Care Reform, and existing resources.

The Department is continuing to make adjustments that are necessary to accommodate the
changes taking place in our patient population, including the phasing in of Seniors and
Persons with Disabilities into managed care and the large numbers of previously uninsured
patients enrolling in the HWLA program. Some of the changes being implemented include
revising various patient identification, service tracking, payor designation, and data collection
processes to ensure that necessary information is obtained, documented, and recorded.
These changes are expected to result in improved overall data and provide a more accurate
basis for making enrollment projections and estimating associated revenues.

In the future, it is likely that the State will consider changes to health care realignment
funding, given reductions in the number of uninsured currently occurring under the waiver
expansion programs and further reductions expected under Health Care Reform. DHS will
continue working with the CEO to monitor proposals that could alter current funding streams,
and will report to your Board any changes that would be material to the Department's fiscal
outlook.

If you have any questions or need additional information, please let me know.

MHK:aw

Fiscal Outlook Memo 032012. docx

609:005
Attachments (4)

c: Chief Executive Office
County Counsel
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Executive Office, Board of Supervisors
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ATTACHMENT 1lI

COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES

SUMMARY OF DHS FISCAL OUTLOOK
AS OF MARCH 2, 2012

Fiscal Year (FY)/

$ In Millions
(1) Estimated Year-End Fund Balance for FY 2011-12 $ 9.6
Major Changes for FY 2012-13 ®

@ Projected increase in employee benefit costs © (51.6)

@) Equipment costs for the Harbor-UCLA Medical Center's Surgery/Emergency Department © (18.5)

(4)  Projected net benefits from transfer of Community Health Plan to LA Care 17.3

(5 Equipment costs for the new Martin Luther King Multi-Service Ambulatory Care Center (Year 1) 8.1)

(6) Updated revenue estimates for Managed Care Rate Supplement and Medicare (5.8)

(1) Capital projects to be carried over from FY 2011-12 due to implementation delays (3.9)

(8)  Increased General County Overhead costs provided by the CEQ in February 2012 (1.8)

(9)  Other minor operational changes (1.0
(10) Estimated Year-End Shortfall for FY 201213 ITEY )
(11) Total $ (63.8)

Notes:

(A) This does not include necessary system improvements/investments such as Electronic Health Record information
system, standardized nurse staffing plan including compliance with the Assembly Bill (AB) 394 requirements for meals
and breaks coverage, and additional equipment costs for the new High Desert MACC. The Department is currently
refining its plan, estimating costs, and determining funding solutions for these items. The Department is also working
with the Chief Executive Office to explore financing options for the Electronic Health Record information system.

(B) This reflects projected increased employer contribution rates for County Retirement based on the downturn in the
investment market. In addition, the reduced County's matching contribution percentages are resumed to 4% effective
FY 12-13 (which were reduced to 2% or 3%, depending on the cafeteria health plans of the participating employees,
for both Horizons and Savings Plans in FY 11-12). Also reflects changes in estimates primarily for variable employee
benefits based on historical trends and year-to-date actual.

(©) Includes incremental change of $13.9 million for Year 2, and $4.6 million to be carried over from Year 1 due to
implementation delays.

M:\Fiscal Outlook\FY 11-12\01 - Mar 20, 2012\Scorecard 032012 (b) [12-13 Summary] Page 1 of 1 3:46 PM  3/14/2012



ATTACHMENT IV

COUNTY OF LOS ANGELES - DEPARTMENT OF HEALTH SERVICES

POTENTIAL ITEMS THAT WOULD IMPACT THE FISCAL FORECAST

FISCAL YEARS 2011-12 THROUGH 2012-13 (NON-CUMULATIVE)

($ IN MILLIONS)
FY 11-12 FY 12-13 Total
Base Assumption: Estimated Year-End Surpluses / (Shortfalls) $9.6 ($73.4) ($63.8)
POTENTIAL ADDITIONAL REVENUES / FUNDS
> Additional Waiver revenues resulting from amending the existing Waiver agreement to assure 32.0 43.0 75.0
that persons with HIV make the transitions of coverage from Ryan White to Healthy Way LA
(HWLA) for October 2011 through December 2013
> Obtain an actuarially sound rate increase, to be effective July 2012, for the In-Home - 54.0 54.0
Supportive Services program to help offset the costs of medical care provided to enrollees in
the health plan
> Additional HWLA revenue for County Jail inmates - 7.0 7.0
> Distribution of one-time unspent fund in County's Health Services Designation - 7.0 7.0
> Obtain an increase in Measure B rate - 72 ??
POTENTIAL LOSSES IN REVENUES / FUNDS )
> Unreimbursable costs of transitioning persons with HIV from Ryan White to HWLA (32.0) (43.0) 75.0)
Revised Estimated Year-End Surpluses / (Shortfalls) $9.6 ($5.4) $4.2
USE OF TOBACCO SETTLEMENT AND/OR OTHER FUNDS TO FUND
ONE-TIME EXPENSES INCLUDED IN THE BASE ESTIMATES ABOVE
> Equipment costs for the new Martin Luther King Multi-Service Ambulatory Care Center (MACC) - 8.1 8.1
Adjusted Estimated Year-End Surpluses - After Use of Tobacco Settlement Fund $9.6 $2.7 $12.3

Notes:

1) This does not include necessary system improvements/investments such as Electronic Health Record information system, standardized nurse staffing plan including
compliance with the Assembly Bill (AB) 394 requi rements for meals and breaks coverage, and additional equipment costs for the new High Desert MACC. The
Department is currently refining its plan, estimating costs, and determining funding solutions for these items. The Department is also working with the Chief Executive
Office to explore financing options for the Ele ctronic Health Record information system.

M:\Fiscal Outlook\FY 11-12\01 - Mar 20, 2012\Potential Solutions (¢) [Scenario] Page 1 of 1 3:58 PM  3/14/2012



